STATE OF TENNESSEE
SECRETARY OF STATE

STATE CAPITOL
NASHVILLE, TENNESSEE 37243-0264

PHONE (615) 741-2819

Memorandum

To: Honorable Bill Haslam, Governor

Honorable Randy McNally, Chairman
Senate Finance, Ways, & Means Committee

Honorable Charles Sargent, Chairman
House Finance, Ways, & Means Committee

From: Tre Hargett, Secretary of State Au
Justin P. Wilson, Comptroller of the Treasur
David H. Lillard Jr., State Treasurer

Larry B. Martin, Commissioner, Finance and A

inistration ’ £‘
Date: December 20, 2013 )

Subject: State Funding Board Growth Projections for FY 2013-14 and FY 2014-15

The State Funding Board met on December 10, 2013, to hear presentations on the State’s economic outlook
for the remainder of fiscal year 2013-14 and for fiscal year 2014-15. The Board reconvened on December

17, 2013 to discuss revenue growth projections and to arrive at consensus estimates.

Total State Taxes and General Fund Revenue Growth Estimates

The Board is charged, in Tennessee Code Annotated Section 9-4-5202(e), with the responsibility of
developing consensus estimates of state revenue growth. In doing so, the Board evaluates and interprets
economic data and revenue forecasts supplied by various economists as well as persons acquainted with the
Tennessee revenue system. This is a revenue estimation process, not a budgeting process. The Board does

not take into consideration the State’s fiscal situation when developing its consensus ranges of revenue
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growth; however, the Board does strive to have the highest degree of confidence in the State’s ability to
achieve such growth. Fiscal considerations properly belong with those who set the State’s budget — the
Administration that recommends appropriation levels based upon its assessment of revenue growth and the

General Assembly that adopts a de facto revenue estimate through its final action on the appropriations bill.

The Board heard testimony regarding the economy from Dr. Albert DePrince of Middle Tennessee State
University; Dr. William Fox of The University of Tennessee; Commissioner Richard Roberts of the
Tennessee Department of Revenue; and Mr. Robert Currey of the legislative Fiscal Review Committee.
The state tax revenue growth estimates provided by each of the presenters are summarized in two

attachments to this memorandum.

The consensus of the presenters is that economic growth is moderate and will continue to be so into 2015.
Inflation continues to remain stable, but could become more of a concern in future years. The presenters
acknowledged that while the national and state economies continue to experience positive growth, the
growth is far more modest than in prior expansionary periods. Sales tax growth and franchise and excise

tax growth in Tennessee were pointed to as particular concerns.

Traditionally, Tennessee’s economy tends to track the nation’s economy. Presenters noted that there has
been moderate growth in the national economy, as well as Tennessee’s economy in recent months,
highlighted by relatively strong growth in the automotive sector. The housing sector, while having
rebounded from its bottom, continues to be below previous highs. The presenters expect some moderate
growth in the housing market in 2014 and 2015, but not to pre-recession levels. Business investment,
especially in equipment and software, is growing very slowly in this expansionary period. One presenter
noted that normally in the third or fourth year of an economic expansion, there should be signs of vitality in
the economy that simply are not present at this time. Forecasted continued weakness moving forward
shows that the normal cyclical drivers of the economy are not increasing at a very rapid pace. Additionally,

consumer confidence continues to be below that of past expansionary periods.

Employment growth nationally, and particularly in Tennessee, remains slow. One presenter noted that
nearly all of the improvement seen in the unemployment rate to date has been due to a reduction in the
labor force. The flow of newly unemployed persons has almost returned to pre-crisis levels, but the
duration of unemployment is longer. One presenter noted that the number of unemployed includes in-
migrants to the state. Tennessee, as he pointed out, has above average in-migration when compared to the

nation, which is inconsistent with the notion that employment growth has been weak relative to the nation.
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As of October, Tennessee’s unemployment rate of 8.4% remained higher than the national average. One
presenter asserted that when viewing recent data regarding new and on-going claims for unemployment

insurance, the data is consistent with the unemployment rate falling as the nation’s has. This presenter

stated he was surprised to see a sudden shift in the unemployment relationship between Tennessee and the

national average over the past year. Furthermore, he stated that some of the employment estimates for

Tennessee, particularly in local government, are inconsistent with what we know is occurring. This

presenter predicted that when the Bureau of Labor Statistics prepares their benchmark revisions in February

2014, the unemployment picture in Tennessee will appear better than portrayed for much of 2013.

The Board developed the following summarized consensus revenue estimates expressed in ranges of

growth rates in State taxes.

FY 2013-14 FY 2014-15 \

Low High Low High T

Total State Taxes 2.20% 2.40% 2.55% 2.90% ‘
| General Fund 2.10% 2.30% 2.85% 3.25% \

While it is difficult to precisely predict revenue ranges, the Board believes that these ranges are reasonable

for use in state budgeting. These ranges are based on statutory tax provisions enacted through the 2013

session of the General Assembly.

Net Lottery Proceeds Revenue Growth Estimates and Long-Term Funding Needs Estimates

The State Funding Board also received presentations regarding the Tennessee Education Lottery (TEL).

Legislation in 2003 created the Tennessee Education Lottery Corporation (TELC) (Tennessee Code

Annotated Sections 4-51-101 et seq.) Tennessee Code Annotated Section 4-51-111(c) requires the board to

establish a projected revenue range for the “Net Lottery Proceeds” [defined in Section 4-51-102(14)] for

the remainder of the current fiscal year and for the four (4) succeeding fiscal years.

Mr. Robert Currey, Chief Economist of the legislative Fiscal Review Committee (FRC) presented to the

Board the FRC’s lottery projections. Mr. Currey observed that a matrix change to the Powerball game in

January 2012 attributed to 29.6% growth in fiscal year 2012-13 revenues from fiscal year 2011-12. He

expects that, due to the matrix change, higher jackpots have generated significant, sustainable, incremental

revenue for future years. Mr. Currey also noted an October 2013 matrix change to Mega Millions that is
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expected to positively impact revenue going forward. Year-to-date for fiscal year 2013-14, Mr. Currey
noted a 21.2% growth in Powerball, Mega Millions, and Hot Lotto, as a result of the higher jackpots seen in
Powerball and Mega Millions. Mr. Currey estimated that Net Lottery Proceeds available for deposit into
the Lottery Education Account for fiscal years 2013-14 and 2014-15 will be 24.5% and 24.3% of total net
revenue, respectively. Additionally, Mr. Currey estimated fiscal year 2013-14 growth in Net Lottery
Proceeds ranging from 1.7% to 4.8%. Due to the high level of uncertainty, Mr. Currey projected the
growth in total net revenues and Net Lottery Proceeds for fiscal years 2014-15 through 2016-17 to be 3.0%
and 2.0% respectively.

Mr. Andy Davis, Chief Financial and Technology Officer of the TELC, highlighted fiscal year 2013-14
year-to-date information, including total tickets sales growth of 5.8%, as of November 30, 2013. Mr. Davis
presented estimates of total and Net Lottery Proceeds for the current fiscal year and four succeeding fiscal
years. Mr. Davis estimated positive growth in Net Lottery Proceeds for fiscal year 2013-14 ranging from
2.0% 10 3.5%. TELC projected 2% growth in Net Lottery Proceeds for fiscal year 2014-15 through fiscal
year 2017-18. Mr. Davis stated that these four year projections were reached making assumptions based on

the industry average and TELC growth.

Tennessee Code Annotated Section 4-51-111(c)(2)(A)(ii) requires the Board with the assistance of the
Tennessee Student Assistance Corporation (TSAC) to project long-term funding needs of the lottery
scholarship and grant programs. These projections are necessary to determine if adjustments to lottery
scholarship and grant programs are needed to prevent the funding for these programs from exceeding Net
Lottery Proceeds. For this purpose, the Board heard testimony from Mr. Tim Phelps, Associate Executive

Director for Grants and Scholarship Programs of Tennessee Student Assistance Corporation (TSAC).

Mr. Phelps presented a decreased projection for fiscal year 2013-14, which now estimates 102,000 awards,
with a projected baseline cost of $310.8 million. Mr. Phelps also presented award estimates for fiscal year
2014-15 of 105,500 with a projected baseline cost of $321.0 million. Additionally, it is estimated that there
will be 108,500 awards in fiscal year 2015-16, with a projected baseline cost of $330.4 million, 111,500
awards in fiscal year 2016-17 with a projected baseline cost of $339.5 million, and 112,800 awards in fiscal
year 2017-18 with a projected baseline cost of $343.5 million. These awards include all lottery-funded
scholarship programs as authorized through the 2013 session of the General Assembly, including Hope
Scholarship, General Assembly Merit Scholarship, ASPIRE Award, Hope Access Grant, Wilder-Naifeh
Technical Skills Grant, Non-traditional Student Grant, Foster Child Tuition Grant, Dual Enrollment Grant,

Math & Science Teacher Loan Forgiveness Program, Helping Heroes Grant, the Rural Health Loan
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Forgiveness Program and Tennessee Student Assistance Award.

The estimates provided by each of the presenters are summarized in an attachment to this memorandum.
Consensus was reached on the following estimates of the range for Net Lottery Proceeds to be deposited in

the Lottery for Education Account and used for the various statutory purposes.

( Net Lofttery

Proceeds FY2013-14 FY2014-15 FY2015-16 | FY2016-17 FY2017-18
\ Low $332,000,000 $339,000,000 $344,900,000 T $350,900,000 $357,000,000
\ High $336,000,000 $345,000,000 $351,900,000 $358,900,000 $366,100,000

The State Funding Board considered the joint projections for lottery scholarship and grant program funding
needs provided by TSAC and accepted their recommended projections. These estimates and projections
assume no new legislative changes regarding the TELC and its authority or the scholarship and grant

programs.

Attached is a copy of the letter from the Department of Education requesting $23,000 from Net Lottery
Proceeds pursuant to Tennessee Code Annotated Section 4-51-11(c)(2)(B) which states:

Before December 15, 2003, and before December in each succeeding year, appropriate state agencies shall
submit to the funding board and to the governor their recommendations for other educational programs and
purposes consistent with article XI, Section 5 of the Tennessee Constitution based on the difference
between the funding board’s projections and recommendations for the lottery scholarship program based on
the report submitted pursuant to subdivision (¢)}(2)(A). In no event shall such recommendations exceed the

projections of the funding board for a specific fiscal year.

Please feel free to contact us if you have any questions.

Attachments
Revenue Estimates (2)
Lottery Estimates
TSAC/THEC Report
Letter from Dept. of Education

cc. The Honorable Ron Ramsey
The Honorable Beth Harwell
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STATE OF TENNESSEE

TENNESSEE STUDENT ASSISTANCE CORPORATION
SUITE 1510, PARKWAY TOWERS
404 JAMES ROBERTSON PARKWAY
NASHVILLE, TENNESSEE 37243-0820
(615)741-1346 » 1-800-342-1663 « FAX (615)741-6101
www.TN.gov/collegepays

December 10, 2013
MEMORANDUM
TO: State Funding Board
FROM: Tim Phelps, Tennessee Student Assistance Corporation

SUBJECT: Tennessee Education Lottery Scholarship Program Projections

Pursuant to T.C.A 4-51-111(c)(2)(A)(i1), the Tennessee Higher Education Commission (THEC) and Tennessee
Student Assistance Corporation (TSAC) have collaborated with the University of Tennessee Center for

Business and Economic Research (CBER) to project expenditures in lottery scholarship and grant programs
through the 2018-19 academic year.

The figures below incorporate data for all lottery-funded programs, including the HOPE Scholarship, General
Assembly Merit Scholarship, ASPIRE award, HOPE Access Grant, Wilder-Naifeh Technical Skills Grant,
Nontraditional Student Grant, Dual Enrollment Grant, Helping Heroes Grant, Foster Child Tuition Grant,
STEP UP Scholarship, and the Math & Science Teacher Loan Forgiveness Program.

( Fiscal Year TELS Expenditures Low TELS Expenditures Baseline TELS Expenditures High Recipients
2012-13 actual ~ N/A $312.0M N/A 102,600
2013-14 estimated $306.1M $310.8M $329.0M 102,000
2014-15 estimated $316.1M $321.0M $340.0M 105,500
2015-16 estimated $325.1M $330.4M $353.3M 108,500
2016-17 estimated $334.6M $339.5M $362.9M 111,500
2017-18 estimated $338.7M $343.5M $367.6M 112,800 T
2018-19 estimated $342.1M $347.6M $372.4M 113,900

*Dovs not include supplemental funding of $6.8M for TSAA und administrative costs of $3.8M.
These projections are based on the size of the annual high school graduating class, the scholarship take-up rate
of eligible students, and the renewal rate of recipients. If further structural changes are made to the program,

these projected expenditures may change.

Please let us know if you have questions or need anything further.



STATE OF TENNESSEE
DEPARTMENT OF EDUCATION

BILL HASLAM 6" FLOOR, ANDREW JOHNSON TOWER KEVIN HUFFMAN
GOVERNOR 710 JAMES ROBERTSON PARKWAY COMMISSIONER
NASHVILLE, TN 37243-0375

TO: Members of the Tennessee State Funding Board

ST
FROM: Kevin Huffman t

DATE: December 10, 2013

SUBJECT: Request for $23,000 from Net Lottery Proceeds for Lottery Scholarship Day for
FY 2014-2015

Pursuant to Tenn. Code Ann. 4-51-111(c)(2)(B) which states prior to December 15,
“appropriate state agencies shall submit to the funding board and to the governor their
recommendations for other education programs and purposes consistent with article Xi, § 5
of the Tennessee Constitution”, the Department of Education requests the allotment of
$23,000 from net lottery proceeds in FY 2014-2015 for Lottery Scholarship Day.

These funds will support improvements and enhancements for educational programs and
purposes and such net proceeds shall be used to supplement, not suppiant, non-lottery
educational resources for educational programs and purposes.

Your consideration and approval of this request is appreciated.

cc: David Thurman



